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Tentative Evaluation of Quantitative Easing Policy 
of the Bank of Japan as of the end of 2018. 
(In comparison with those of FRB and ECB) 
 
ISAO KUBOTA 
 
??The Bank of Japan(hereafter referred to as BOJ) introduced its Quantitative Easing 
Policy in April 2013. 
    At the end of 2018, the policy is basically still on. Though some revisions were made 
since then, the basic nature of the policy, including the policy aim, remains the same. 
    As BOJ expressed in its public statement, the aim of the policy is to attain the target 
of 2% increase in CPI.  
 
??The so-called Quantitative Easing Policy, to increase the liquidity enormously 
through purchase of assets by the central bank, was first introduced by FRB in 
December 2008 to deal with the “Financial Crisis“. ECB followed FRB and BOJ by 
introducing the policy in March 2015. 
FRB ended the policy in October 2014 and ECB terminated the policy at the end of 
2018. 
 
??In this paper, the Quantitative Easing Policy(hereafter referred to as QEP) is defined 
as an injection of an extraordinary amount of liquidity through periodic purchase of 
huge amount of long-term bonds (mostly government bonds) by the central bank 
following a pre-determined and pre-announced program to meet urgent specific 
needs of the country. 
The publicly announced aim of the policy in these countries is not exactly the same, 
while BOJ announced its objective is to attain the target of 2% increase in CPI. 
 
??Main Features of QEP by BOJ. 
(1)QEP is generally described in Japan as the first arrow of the three arrows of 
Abenomics, or the first measure of the package of three measures to revitalize the 
economy. This kind of perception makes the evaluation of the QEP as monetary 
policy a bit complicated. 
(2)BOJ announced that the policy aim of QEP is to attain 2% increase in CPI, while the 
role of BOJ is to attain price stability according to the Law of Bank of Japan. 
(3)Followings are conspicuous elements of policy measures under QEP of BOJ. 
a. Though by far the greatest amount that BOJ purchases under the program is 
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government bonds, BOJ purchases ETF and J-REIT as well, while other central 
banks do not. Thus, the QEP by BOJ interferes in stock and realities markets. Their 
market prices may well be affected upward because of the policy. 
b. ”Yield curve control” and “Inflation-overshooting” introduced in September, 2016, 
are unique. The former tries to change the yield curve, as the name expresses, while 
the general understanding among economists is that the shape of the yield curve 
should be left for market forces. By the latter, the central bank expressed its 
intention to continue the policy until the time when the policy target of 2% CPI 
increase is steadfastly attained. 
c. BOJ seems to adhere to a specific price theory while other central banks don’t. The 
latter only explain why they are adopting specific policy measures without touching 
on the price theory. BOJ says, the price is determined by its expectations and so BOJ 
adops measures to change “expectations” so that the price may rise. 
d. BOJ statements explaining policy measures are generally so sophisticated that 
sometimes it is not easy to get their clear message. 
e. As QEP of other central banks, it has many side-effects. The impression is that 
negative side effects are more conspicuous in the case of BOJ. Followings are some. 
  ?)The BOJ policy to flatten the yield curve hurts the financial base of banks as it 
narrows the margin between long-term and short-term interest rates,  and hence 
might weaken financial structure of the country, if continued many years. 
  ?)It might harm the national pension system if continued long as it means lower 
returns of long-term financial assets. 
  ?)A huge amount of purchase of government bonds by the central bank at low 
interest rates certainly weakens the market discipline on the budget.  For a country 
where the need for sound fiscal structure is so high like Japan, this is a serious 
side-effect. 
 
??Evaluation 
(1)QE in general  
 a. QEP is an emergency policy to meet emergency needs of the countries. The policy 
and policy measures are not well-thought of, not well-examined, and with many 
possible negative side effects, by nature. 
As such, QEP should be ended as soon as the policy goals are attained.  
 b. Final overall assessment of the policy could only be made when the whole process of 
normalization is over (i.e. when the “exit” is over). 
(2)QEP of BOJ  
 a. The aim of QEP is to increase CPI by 2%. As the policy target is not yet attained, 
BOJ is to continue the current policy. As such, the overall assessment of QEP of BOJ 
is all the more premature.  
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 b. However, the followings are my tentative evaluation of QEP by BOJ at the end of 
2018. 
  ?)The policy goal of 2% CPI is not attained, so the policy has not been succeeded yet. 
  ?)Specific measures of QEP of BOJ seems to have more(negative) side-effects than 
their counterparts as mentioned above(4.(3)e) . 
  ?)However, QEP by BOJ supported growth by increasing domestic demand, though 
the promotion of growth is not a declared policy aim of QEP. 
  ?)QEP loosens financial discipline in a country where an improvement of fiscal 
structure is in urgent need. The public debt is nearly 240 percent of GDP, by far the 
biggest figure among the developed countries. 
  ?)As mentioned a and b above, QEP by BOJ seemingly distorts market mechanism 
more than their counterparts. 
  ?)QEP increases the size of assets of central banks. As the size of QEP in relation to 
the economy is relatively huge in Japan, its side-effects, which range from possible 
deterioration of quality of the assets of the central bank, to a possible cost incurred 
during the process of normalization( i.e. “exit policy”), would be greater in the case of 
BOJ. 
   ?)QEP has weakened the Yen substantially(from around 85 yen per US dollar to 
around 110 yen). This is an important contribution of QEP, because a yen rate plays 
an important role, too much perhaps, in the business decision in Japan. A weaker 
yen is more less synomim of higher stock prices and a kin to higher growth in this 
country.   
(The END) 
 
 
 
